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Long-Term Trends 


When the People’s Republic of China was founded in 1949, China's 
economy was suffering from severe dislocations caused by decades of war and 
years of hyperinflation. Yet to be felt were the stresses of the Korean War 
effort. The new government's immediate concerns were the consolidation of 
power, the restoration of public order, and the elimination of widespread 
unemployment and_ starvation. For the most part, those problems were 
resolved by 1952, and in 1953 the PRC began the First Five-Year Plan (1953- 
57). China's economy at that time was largely agrarian, with a small modern 
industrial base concentrated in the northeast (Manchuria) and in some coastal 
cities. With national defense needs foremost in mind and impressed with the 
logic of early Soviet experience, China centered its First Five-Year Plan on the 
rapid buildup of heavy industry. A large number of facilities were imported 
from the Soviet Union and installed with the aid of Soviet technicians. 
Agriculture, which produced the greater share of national product, received 
little state investment. 


Since 1957 the economy has managed considerable growth, despite major 
disruptions stemming from political turmoil (see figure 1). The experiments of 
the Great Leap Forward (1958-60), which featured backyard steel plants and 
greater leeway for local initiative, plunged China into a depression in the early 
1960s. From that’ experience and from difficulties experienced in the first 
pla.., Peking realized that a much larger share of state investment had to be 
allocated to agriculture. After a brief period of uninterrupted growth, 
politics—this time the Cultural Revolution (1966-69)—again began to inter- 
fere with the operation of the economy. Animosities built up during that 
period continue to exact a toll on economic growth, even today. 


Figure 1. 
CHINA: GNP, industrial Production, and 
Agricultural Production 
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Nevertheless, in 1976, the first year of the Fifth Five-Year Plan (1976- 
80), China’s GNP was some 2.7 times that of 1957 (and more than six times 
that of 1949). Even so, China’s GNP was only one-fifth that of the United 
States. With population growing at an average rate of over 2 percent a year, 
this works out to per capita GNP growth of just over 3 percent annually since 
1957. An overwhelming share of this growth has come trom industry, where 
outp'!t has expanded at an average of about 9 percent yearly. In contrast, as 
one would expect of a sector employing traditional, centuries-old production 
technologies, agriculture has grown much more slowly: 2 percent annually, or 
approximately the same rate as population growth. 


This record of impressive, but uneven, growth has been obtained by 
maintaining investment at a high 20 to 25 percent of domestic product. 
Conversely, the share of c ‘tput going to consumption has been restricted, and 
gains in personal consumption have been modest, resulting in a lifestyle that 
can only be described as Spartan. Still, there have been noteworthy improve- 
ments over the past quarter century, particularly in the areas of health and 
education. In such basic and important areas like food and clothing, gains 
since 1957 have been much less noticeable. The lack o! substantial progress in 
expanding per capita supplies of basic commodities has been made more 
palatable by formal rationing, whereby everyone is assured a share of 
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available supplies. Consumer durables such as bicycles and sewing machines 


are also ratiGued. When compared with pre-1949 days—a comparison that 
Peking likes to make 
consumption acquire added significance. As time goes by, however, fewer and 


even these minimal gains in food and clothing 


fewer individuals are able to remember those days; and over the past decade, 
the comparison has begun to lose its impact on the Chinese consumer. 


Current Economic Situation 


At the National People’s Congress in January 1975, the late Premier Chou 
En-lai singled out the current Fifth Five-Year Plan as crucial to China's 
attainment of “front rank” status by the end of the century. While he supplied 
no specifics about long-term programs, Chou apparently expected that 
ongoing major investment allocations favoring agriculture would by 1950 
place the agricultural sector on a sounder footing and tha’ the scope of China s 
economic modernization could then be widened and its pace accelerated. 


Chou En-lai, if he were still alive, would not be pleased with the record of 
the intervening years. Although operating more smoothly in 1975 than in 
1974, the Chinese economy did not produce the banner year with which 
Peking had hoped to end the fourth plan. Another period of political turmoil 
surfaced after Chou En-lai’s death in January 1976 and affected economic 
performance throughout the year. Earthquakes in the summer of 1976 caused 
severe destruction and added to already formidable industrial and transport 
difficulties. The death of party Chairman Mao Tse-tung in September 1976, 
quickly followed by the arrest of Mao's widow and her radical associates by 
the new moderate government under Hua Kuo-feng, was a further destabiliz- 
ing event. The arrest of Madame Mao and her major collaborators sharply 
reduced the ideological content of Chinese politics and removed the primary 
source of the disorder that has plagued China for the past decade. The stage 
was set for a pragmatic look at the political and economic problems facing the 
country. 


At yearend 1976, even the Chinese leaders admitted that economic 
performance had been poor. We believe that GNP last year remained at the 
1975 levei, with a slight rise in agricultural output offsetting a small decline in 
industrial production. Nevertheless, with the new leadership now concentrat- 
ing on the country’s perennial economic problems and apparently in agree- 
ment on the broad shape of economic policy, China’s economic prospects 
appear brighter. The long-term modernization program announced by Chou 
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Fn-lai has been revived, and a series of national conferences were held to 
address the most serious problems that arose in |e wake of the Cultural 
Revolution. These problems include: 


¢ The severe erosion of central control. 

* The widespread violation of planning and financial procedures. 
¢ ow morale and poor discipline among workers. 

¢ Chronic imbalances in the iron and steel industries. 


¢ Low productivity and capacity shortages in the coal, electric power, 
and railroad industries. 


The midyear rehabilitation of Teng Hsiao-ping is further reason for optimism. 


China's rebound in i977 from last year’s poor economic performance has 
been unmistakable, especially in the nonagricultural sectors. However, pro- 
gress has anparently fallen short of the leadership's expectations. It appears 
that those economic problems that stemmed largely from factional maneuver- 
ing by the “Gang of Four’ —and which were expected to fade away once the 
Gang was removed from power—have been an unexpected source of difficul- 
ties and continue to hamper efforts to revitalize the economy. 


Peking’s midyear news release on industrial performance was noticeably 
sober in tone and contained very few statistical claims; output during the first 
six months, the New China News Agency (NCNA) reported, was “above’’ that 
of the comparable 1976 period. The release pointed out, however, that 
industry had made strong gains in the second quarter. Industrial performance 
has continued to improve in the second half of the year; NCNA announced i 
12-percent gain for the first nine months, compared with the same period in 
1976. The available evidence indicates that industrial growth this year will 
exceed the long-term rate of 9 percent, reflecting more a recovery from poor 
performance in 1976 than success in handling longstanding problems. For 
agriculture, we believe that the grain harvest will not increase significantly 
over the 285 million tons produced in 1976 and may not keep pace with 
population growth for the second consecutive year. 


Dissatisfaction with the pace of recovery may have figured in the 
decision in July to reappoint Teng Hsiao-ping to his posts in the government 


(vice premier) and party (vice chairman). Teng, who shares power with party 
Chairman Hua Kuo-feng and Vice Chairman Yeh Chien-ying, has a reputa- 
tion as a forceful and effective administrator. His rehabilitation has added 
greater unity to the leadership and permitted the strong actions necessary to 
restore political and economic stability. 


It was under Teng’s directions in 1975 that Peking began to take a serious 
look at the economi: problems that had accumulated during the previous 
decade. As senior deputy to the ailing Chou En-lai, Teng was instrumental in 
the preparation of a major report entitled, “Some Problems in Accelerating 
Industrial Development.” The report is a sober, realistic appraisal of China's 
economic shortcomings and is remarkably free of ideological cant. Its 
recoinmendations—which included greater centra! control, pay increases for 
workers, and larger imports of advanced technology—reflect Teng Hsiao- 
ning s well-known pragmatic inclinations. (During the Cultural Revolution of 
the late 1960s he was castigated by leftists for having once remarked that it 
did not matter whether a cat was black or white as long as it could catch 
mice.) Apparently, these views are sharec |). other important members of the 
ruling Politburo. 


In view of the improvements in industrial performance during the last 
half of 1977 and the apparent consensus on economic policy, prospects for the 
remainder of the Fifth Five-Year Plan are promising. Barring political or 
economic catastrophes, the economy should advance at a’ respectable rate, 
similar to the long-term historical rate. 


Whatever the specific goals—they are certain to be ambitious—-Peking 
will continue to face great difficulties. Ever with the leadership apparently in 
agreement on economic policy, improvements in economic performance will 
depend heavily on Peking’s ability to increase productivity by reducing 
inefficiencies. Specifically, the leadership must make improvements in plan- 
ning and management, both nationally and at the plant level, and strengthen 
worker incentives. Both are troublesome tasks, and progress will be slow. 
Likewise, progress in agricultural mechanization—the centerpiece of agricul- 
tural policy—will not free agriculture from the vagaries of weather. Invest- 
ment problems will be eased to the extent that Peking taps foreign sources for 
the modern equipment and technology that China sorely needs. The new 
leadership appears to have considerable interest in imports of foreicn technol- 
ogy and at some point may relax China's highly conservative financial policies 


in order to spur the country’s economic development 
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China's Foreign Trade 


The People’s Republic of China is not a major trading nation by 
international standards: in 1976, China’s exports accounted for less than 1 
percent of the world’s total. Total trade of the United States is about 19 times 
that of China. 


Although the PRC plays-a minor role in international commerce, foreign 
trade plays a major role in stabilizing and developing China's domestic 
economy. Exports are dispersed over a wide range of commodities, while 
imports are concentrated in a narrow range ot essential goods. China depends 
on agricultural imports—grain, sugar. and cotton—to help feed and clothe its 
‘yuge population, it relies on imports of metals, machinery and ¢ quipment, and 
advanced technology to support the growth and modernizaticz of its industrial 
sector. Peking has imported complete plants for manufacturing steel, fertiliz- 
er, and petrochemicals in order to reduce dependence on foreign sources of 
these products Over 80 percent of China’s trade is with the West, a larger 
share than that of any other Communist country. 


Following a decade in which China's trade stagnated around the $4 
billion level, Peking in the early 1970s adopted a more outward looking 
economic policy in order to spur 


modernization. By 1975 the value Table 1 
of trade had more than tripled 
ahd 43. on: Cid tenell Trade |. ince 
(see table 1), as China pate Billior. US $ 
large deliveries of complete 

6 I Balance Exports Imports 
plants for the petrochemical and — j97 02 21 29 
steel industries, a variety of indus- 197! 01 25 23 
trial machinery, aircraft, ships, !9%* Gs 3.2 26 
steel, aluminum, and fertilizer. 197, ae a? 74 
Peking made some purchases on 1975 -02 72 74 
deferred payment but pushed ex- '976 12 72 60 


ports as well. A mixture of sky- 

rocketing prices for imports, softening demand for Chinese exports, and need 
for larger quantities of grain and cotton imports brought a larger-than- 
anticipated trade deficit in 1974. The Chinese reacted by trimming purchases 
and reduced the trade deficit sharply in 1975 


In 1976 China recorded a trade surplus of $1.2 billion, as exports held 
steady and imports fell) The drop in imports probably reflects the adverse 


effect of political turmoil more than a decision to curtail purchases. The year 
began with a spurt of deliveries of industrial supplies and equipment for 
complete plants, but lack of agreement within the leadership on the new five- 
vear plan and debate over trade policy inhibited initiatives by the state trading 
corporations Imports thus collapsed in the second half and totaled only 56.0 
billion for the year. Significantly lower prices for most of China s imports also 
contributed to the decline in their value last year—the real decline in imports 
was not nearly as large. 


if tie political turmoil had a sizable impact on imports, it had little 
apparent effect on China's exports, which remained approximately the same 
as in 1975. Increased sales of textiles, clothing, and light manufactures 
compensated for a decrease in exports of foodstuffs and crude oil. The severe 
Tangshan earthquakes in July had only a temporary effect on China's exports, 
delaying some deliveries. Fourth quarter exports, immediately following the 
quakes, probably reached the highest level ever. 


Since the ouster of the Gang of Four last fall, the new leadership has 
stressed the importance of foreign trade in advancing China's economic 
development. Translating this new policy into practice has been slow this year. 
The economy is recovering from last year's setbacks, but the revisions of the 
current five-year plan (1976-80) are taking a long time. In addition to 
problems in setting priorities for capital imports, the need for large-scale 
agricultural purchases (which may top $1.5 billion this year) will delay the 
launching of a new round of whol plant purchases until next year. A major 
concern for Peking will be to avoid a repetition of the balance-of-payments 
problems that hit in 1974; therefore, the pace of plant purchases will be tied to 
China's success in e,panding exports, its need for agricultural imports, and its 
willingness to increase the use of credits 


Over the next five years the PRC will probably give t »p priority to basic 
industries—mining, petroleum, chemicals, and electric power—in its acquisi- 
tion of capital equipment and technology from the West. In the mining and 
construction equipment category, Chinese purchases probably will include 
truck cranes, bulldozers, off-highway trucks, pipelaying equipment, mecha- 
nized coalface equipment, floating cranes, and dredgers. Imports for the 
petroleum industry probably will be centered on exploration and drilling 
equipment. China is capable of producing basic refining equipment but will 
import petrochemical facilities for producing downstream products such as 
fertilizers, synthetic fibers, and plastics. Undoubtedly the Chinese will also 
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step up purchases of both hydroelectric and coal-fired generators to power 
Chinas expanding industrial base. In addition to purchases of foreign 
technology, China will continue to meet immediate needs through imports of 
advanced equipment—for example, aircraft, computers, and sophisticated 
electronics 


Even at their peak in 1974-76. imports of capital goods never exceeded 30 
percent of China's total import expenditures. Imports of industrial supplies, 
which have always accounted tor the bulk of PRC purchases, will continue to 
grow as the Chinese economy develops. Steel will be the number-one import— 
this vear probably amounting to over 5 million metric tons. Nonferrous metal 
imports will be led by aluminum, copper, nickel, and titanium. Despite 
increases in domestic productive capacity brought about by the recent round 
of whole plant purchases, China's imports of petrochemicals probably will not 
decline. Fertilizer needs in particular will exceed domestic production. 
Imports of synthetic teatile fibers and fabrics have increased steadily, 
substituting for imports of cotton, which have been declining since 1973. 


US-China Trade Relations 


Over the past six years, trade between the United States and China was 
characterized by erratic US exports and a slow but steady growth in US 
imports (see figure 2). The US embargo on trade with China was lifted in 
April 1971, permitting commercial transactions between US firms and 
Chinese trading corporations for the first time in two decades. The opening of 
economic relations came at a fortuitous time. China needed grain, cotton, and 
soybeans in 1973-74, and the United States was the only feasible source at the 
time. With sales peaking in 1974 at $820 million, the United States quickly 
became China's number-two trading partner, following Japan. Agricultural 
exports, which accounted for three-fourths of total US exports to China in 
1972-75, were rapidly phased out with China's import needs being met by the 
traditional suppliers. Three other deals—for 10 Boeing aircraft, eight fertilizer 
plants, and 100,000 tons of aluminum—have accounted for the bulk of US 
nonagricultural exports 


In 1976 the United States registered its first trade deficit with China since 
!971. US imports totaled $201 million; exports, $135 million. In the first half 
of 1976 Pullman-Kellogg completed deliveries on its fertilizer plants, and in 
the second half US exports plummeted to $15 million. US exports picked up 
slightly in the first half of 1977, largely reflecting deliveries of $30 million 


Figure 2 
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Table 2 


US-China Trade ' 


Million US $ 


US Exports. 00. 


Agricultural commodities —...... . 


Ot which 
Wheat ............... 
Corn cocevenewwes 
Sovbeans ............... 
CORON 20. 
Vegetable oi!s 
Metals 2000000 00... 
Of which 


Aluminum ........... 


Iron and steel pipe —............. 


Machinery and equipment 
Of which 


Aircraft, including engines, 
parts, and accessories .......... 


JS Imports 00 ee. 


Foodstuffs and tobacco 


Textiles and apparel .................. 


Silk and other fibers .............. 


Cotton and other fabrics .......... 


Clothing and footwear ......... 


Handicrafts ...........c.cccccccccececeee 


Of which 


Antiques, works of art............ 
Bristles, downs, and feathers |. 


Chemicals, including fireworks 
Nonferrous minerals and metals 
Of which 
Tin 
Other 
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40 
it 
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65 
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‘Data are from the Department of Commerce and show fas exports and fob imports 


* Includes agricultural reexports from Canadian ports 


worth of truck-mounted seismic equipment for oil exploration. Nevertheless. 
US exports this vear probably will dip to around $125 million—about half the 
expected level of imports 


Until full diplomatic relations are established, Peking may well continue 
its policy of limiting purchases from the United States when alternative 
supplies are available. While it is unlikely that China would incur substantially 
higher costs to avoid US goods, Peking has viewed the United States as a 
residual supplier of basic commodities—grain, cotton, soybeans, aluminum— 
buying only for short-term exigencies. China is less likely to sacrifice on 
quality; thus, the supericrity of US technology in many areas will continue to 
ensure some sales to China. 


For the future, US-Chinese trade can be expected to show some upturn as 
part of Peking’s announced intentions to increase its foreign trade. Peking’s 
unwillingness to permit a sharp improvement in trade relations to precede 
settlement of political issues will be the major impediment for US exports to 
China. PRC interest in high-technology US goods remains high; however, US 
strategic trade controls on computers and other sophisticated equipment will 
continue to hamper sales. US iirms will continue to benefit from sales of US 
technical processes embodied in plants sold to China by third countries. Lack 
of direct banking reiations due to the claims and assets problem appears to be 
a minor inconvenience, except perhaps to the extent that US firms cannot 
provide competitive credit terms for plant sales. 


Peking has no similar qualms on exports to the United States and has 
made efforts to develop the US markets. Aithough China has become more 
vocal to US businessmen about the lack of most-favored-nation (MFN) status, 
non-MFN tariffs are a serious barrier only to some PRC goods. More 
important is the limited US demand for many of China's traditional exports. 
In addition, nontariff restrictions such as the regulations involving product 
safety or the Food and Drug Administration restrict che entry of other PRC 
exports. Sensitive commodities such as textiles and footwear may face a variety 
of problems in the future. As for Chinese oil, the small quantities available for 
export make sales to the United States unlikely in the near tuture. 
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